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EDITORIAL 


National trade, political ideologies, post-war dis-equilibrium and 
labour problems are four considerations of paramount importance to 
Canada today. This issue has been specially prepared to deal with these 
questions in order that QUARTERLY readers may have an opportunity of 
investigating their implications. 


The contributors are specialists in their respective fields and are 
therefore well qualified to present papers worthy of attention. It is the 
sincere hope of the Editorial Council that the articles in this number 
will be of benefit and assistance to the readers. 











OF INTEREST TO ALL BUSINESS MEN 


The Commerce Club of the University of Western Ontario, in con- 
junction with the Department of Business Administration and the 
Bureau of Business Research is now completing plans for the annual 
Graduation Banquet. 


In planning the banquet, the committee had in mind two main 
ideas: first, to acquaint the businessmen of Western Ontario with the 
work being carried on by the Department of Business Administration 
and the Research Bureau, and second, to provide a means of personal 
contact between the businessmen and the business and secretarial 
science students, particularly students in their graduating year. 


The guest speaker will be Mr. D. B. Greig, President, Ford Motor 
Company of Canada, Limited, speaking on the economic and business 
conditions existing at the present time. 


The banquet will be held on March 16, at the Hotel London. 
Inquiries may be made to the Commerce Club, University of Western 
Ontario. 
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EQUILIBRIUM: THE POST-WAR ILLUSION 
By J. K. GALBRAITH 


An Address to the Reunion of the Graduates in Business Administration, 
October 17, 1947 


I 


N many respects the two years since the war ended have been years 
I of disappointment. Although no man of foresight and wisdom 
thought that peace would be easily achieved, not even the most pessi- 
mistic—or realistic—prophets could have guessed that problems would 
be quite so numerous and difficult. There are not only the political 
problems of the peace—of the irritation in the relations between the 
great powers, of the United Nations, or the still unresolved fate of 
Germany and Japan, but also the economic problems. 


During the last two years we have been fortunate in one respect; 
the world in general, and the United States in particular, has avoided 
the post-war depression and attendant unemployment so commonly 
expected during the years of readjustment. The idleness of eight or 
ten millions of men that was expected when the war orders were with- 
drawn has not materialized. For many months unemployment in the 
United States has been hovering around the two million mark which, 
for all practical purposes, is full employment. Canada has experienced 
similar good fortune. This has meant that capitalism in both countries 
has so far escaped the one disorder which subjects it to its severest 
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strains. Men and women have returned from the armed services, not 
to the unemployment that so many feared, but to reasonably plentiful 
jobs. Also the technical aspects of reconversion—the changeover of 
production lines from guns and armored vehicles to automobiles, the 
disposal of surplus property and the liquidation of war contracts—have 
not proved excessively troublesome. 


It is well that America has had some luck, for elsewhere there have 
been grave misfortunes. In domestic affairs, the misfortune can be 
summarized in one word—inflation. That inflation has had devastating 
effects, many of them yet to be realized. It has also revealed a serious 
misapprehension of the larger nature of the American economy and its 
relation to the post-war world. 


At the heart of the miscalculation was the assumption that, after 
the war, equilibrium would be rather quickly re-established, both in the 
United States and in the relations between the United States and the 
remainder of the world. An economy in equilibrium has of course 
relatively stable prices. There was a difference of opinion in the United 
States over whether an equilibrium with stable prices was possible when 
employment was high. The great body of business opinion assumed as a 
matter of fact that equilibrium would be reached with high employment. 
A dissenting minority of businessmen and a good many economists 
were less optimistic. But their principal concern was with unemploy- 
ment—with the fear that the economy would return to the under- 
employment equilibrium of the decade of the thirties. 


To a rather remarkable degree, public action following the end of 
the war accorded with these hopes and fears. Obviously, if the economy 
had a dependable tendency to equilibrium at stable prices, no good could 
come from maintaining price and rationing controls. This would be 
unnecessary regimentation. Accordingly, in the United States controls 
were first eroded and then scrapped. Much liberal energy, at the same 
time, went into getting passage of the Employment Act of 1946, with 
its limited commitment to a policy of full employment. True there were 
many people—including nearly all of the experienced wartime admin- 
istrators—who felt that decontrol was premature. The former price- 
fixers knew from bitter experience that the inflationary pressures were 
strong. So, instinctively, did many consumers. But the faith in the 
inevitability of equilibrium was too strong. 


Since the last full month of price control in the United States 
wholesale prices have risen about thirty-six per cent. The cost of living 
has risen about one-fourth and the cost of food considerably more. 
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Canada has been more price-patient in releasing controls and its inflation 
initially was more moderate. However, the economies of the two nations 
are so closely intertwined that price stability in Canada is impossible 
in face of the price increases in the United States. 


No one knows whether the end of this upward thrust has been 
reached. Through the past year the price level has moved upward from 
one plateau to another, each of which the public hoped was the last. 
It may now be on the top step or it may not. There is a lesson to be 
learned from the experience of the thirties. Then economists persistently 
underestimated the deficiency of demand that was producing the low 
output and unemployment. In the past two years they have as seriously 
underestimated the excess of consumer and capital goods demand that 
has been driving the inflationary spiral. Perhaps the end is not yet 
in sight. 


II 


It is easier to appraise the strength of the inflationary potential 
if one has a better understanding of the process by which it is built up. 
It is known that the immediate cause is an effective demand, derived 
either from current income or past savings, that is in excess of the 
available supply of goods. It is not known, with any exactness, how 
that excess of demand is built up. One school has emphasized the 
delayed effects of wartime deficit financing—of the wartime borrowing 
and expenditure—which left both cons-mers and corporations with 
large liquid balances that they are now seeking to spend. To this has 
been added the heavy demand of foreign countries which, in the United 
States at the beginning of this year, was at a net annual rate of about 
ten billion dollars. Government expenditures are also still high. A second 
school has argued that higher prices have been primarily the result of 
higher costs that have been forced on business by successive rounds of 
wage increases. While forcing up prices from below, these wage 
increases have added new purchasing power to the stream of expendi- 
tures and thus exaggerated the excess of demand. 


In fact both processes have been at work, although it is possible 
to discount the importance of wage increases as a primary or initiating 
factor. The most serious inflation of the past year has been in agri- 
cultural products where there are no unions and no arbitrary cost- 
increasing forces. Here, quite clearly, the primary influence has been 
a simple excess of purchasing power. However, the overall result, 
whatever the precise weighting of the causes, is very clear. The United 
States has experienced, and is experiencing now, the most violent 
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inflation at least since the time of the American Revolution. 


What will be the consequences? 


The effects of the inflation of this past year will be serious. The 
dangers are not, however, as simple and apparent as some have made 
them out to be. By analogy to Newtonian physics, it has been argued 
that because prices have risen precipitately in recent months, they must 
one day fall by an equal amount and with equal suddenness. Each action 
is assumed to have its equal and opposite reaction. This is not inevitably 
so. True the United States agricultural plant, which, excluding cotton 
and tobacco, was about sufficient for domestic requirements before the 
war, has now been expanded substantially beyond domestic requirements. 


In a normal world the United States would not export many farm 
products. When and if foreign demand is withdrawn, there will be a 
sharp decline in farm prices—or a heavy increase in government 
expenditures to prevent it. At the same time, or perhaps sooner, 
businessmen might find themselves with distress inventories on their 
hands. Distress sales at distress prices would follow. Obviously, new 
orders would be curtailed and capital expenditures would dry up. 
Demand and prices would fall still more. It is possible in accordance 
with this image or model to imagine that the present inflation will end 
in a deflation of considerable magnitude. In modern times, at least, 
there has not been a period of serious and sustained deflation without 
falling production and unemployment. We can be sure that if, some day, 
we have a period of declining prices, it will be a thoroughly disagreeable 
experience. 


It need not happen. It has already been suggested that the govern- 
ment, whatever the cost, may step in to prevent a slump in farm prices. 
Unions, which are stronger now than in the thirties, may be able to 
defend current wage rates. Business may be able to resist downward 
pressure on prices—and also invite the help of the government in 
clearing its markets of surpluses. The result could be a transition to 
a new price level as high as the present one or higher. 


This may be the solution — and probably it is the best solution. 
It is not a happy one. It is very hard on the person who owns life 
insurance or government bonds, for it means that the real value of 
his assets will have been scaled down—quite arbitrarily—by about 
twenty-five per cent. It is also hard on school teachers, civil servants, 
annuitants, white-collar workers—and college professors—whose 
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incomes always tend to lag behind prices. It will also take a good deal 
of government intervention to hold prices at their new levels. 


In summary, the result of the present inflation will be either 
deflation and unemployment at some future period, or transition to a 
new and higher price level with the evil consequences that have just 
been outlined. The situation has been brought about by the mistaken 
assumption that a capitalist economy returns naturally to a given 
position of equilibrium. It should be clear that this easy-going assumption 
is capable of doing grave damage—indeed already has done grave 
damage. The consequences of this miscalculation will not affect the 
economies of the United States and Canada alone, but also that of the 
world at large. 


III 


Over the last three years the United States has assumed leadership 
in a major campaign to restore the world to a system of multilateral 
trade—a system of trade where individuals of different countries trade 
freely with each other and with profit rather than political advantage 
as their major aim. It is probable that no country has been as effective 
and enthusiastic a partner in this effort as Canada. In many ways the 
setting for this campaign was auspicious. The American people, like 
the British in the last century, now have a sophisticated view of inter- 
national trade: they realize that it is a two-way street and that short-run 
individual advantage must, on occasion, be subordinated to the larger 
interest of the national and international community. The United States 
Government provided able and idealistic leadership. Apart from a noisy 
fringe of economic isolationists the campaign enjoyed wide popular 
support. The press and radio have applauded it. It is one of the few 
issues that in the United States unites Wall Street, the C.I.0O. and the 
American Farm Bureau Federation. 


The result has been an impressive series of international agreements 
which appeared to give every promise of multilateralism at least between 
the non-Communist states. Bretton Woods provided an ingeniously 
devised system for administering the international exchanges; the 
British loan agreement and allied negotiations seemed to insure that 
Britain and the sterling countries would not withdraw into a parochial 
trading system; at two successful conferences progress was made in 
setting up International Trade Organization to administer a code of 
international trading behavior and in lowering tariffs and eliminating 
quotas and other quantitative restraints on trade. 
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Nevertheless the world—or that part of it that does not reject 
multilateralism as a matter of faith—is farther from the goal of 
multilateralism than when the campaign was launched. The loss of 
ground in the last six months has been devastating. The United 
Kingdom, the greatest of the trading nations, has progressively 
tightened its controls over imports. Nearly every other country has 
instituted a measure of planned control over its purchases. Even Canada, 
a country which, like the United States, grew phenomenally in real 
wealth and prestige during the war, is moving toward the reimposition 
of trade controls. While the conferees in Geneva were lowering tariffs 
this summer their governments were returning to planned international 
trade at a breakneck rate. Few if any countries took these steps as a 
matter of choice; all of them protested (and quite sincerely) that bitter 
necessity had forced their hand. Obviously something has gone terribly 
wrong. 


At the heart of the problem is the same miscalculation—the same 
excessive faith in equilibrium. It was not peculiarly an American error— 
statesmen of all the western powers were in some measure involved. 
It was assumed that in the devastated countries recovery would be 
prompt. For western Europe, this meant that after a year or two 
exports would balance imports. Once equilibrium was restored the 
thing to worry about was tariffs and other restrictions on imports. 
Countries would be trying to unload their surplus on one another. 
Accordingly there was urgent need for an advance understanding on 
tariffs to prevent this commercial warfare. 


In all major respects expectations have been wrong. European 
recovery has been terribly slow. We underestimated not only the extent 
of disorganization but also the disorganizing effects of the bifurcation 
of Europe and the trifurcation of Germany. In the United States, instead 
of easy markets and unemployment, there is inflation. Instead of farm 
surpluses there has been a shortage of food that has been further 
complicated by a short corn crop—and the danger that this year’s 
bumper wheat crop will be diverted to livestock. 


Not unnaturally, policies that would have been highly appropriate 
to the world we expected have been highly inappropriate to the world 
we got. The too rapid termination of Lend Lease created a dollar vacuum 
that the normal processes of world trade could not fill. The convertibility 
clause in the British loan—wholly appropriate to a world of equi- 
librium—dissipated much of the loan in a few weeks. It has been hard 
to buy in the American market against American competition, and 
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what looked like ample dollar supplies soon disappeared on $2-$3 wheat 
and West Virginia coal that cost $20 a ton landed at Le Havre or Genoa. 
With slow recovery, the goods for export have not materialized. In 
short, we launched our experiment in multilateralism in an unbalanced 
world where it could not succeed. 


Now we have the difficult task of recouping that error. It will be 
a test of our faith—and also of our mental flexibility—if we stay with 
the game and correct our error. It means, inevitably, another period of 
patient effort to correct the imbalance in the world—much of it by 
state action. The Marshall Plan amounts, in the last analysis, to a 
revival of Lend Lease. The work of the Paris nations represents an 
effort to insure through international planning that this help will be 
used where it will do the most good. For the time being, we shall have 
to accept the new import controls and exchange restrictions which have 
everywhere appeared, while we seek to eliminate the conditions that 
have caused them. The United States, if it is wise, will have to help 
countries buy in its markets and provide controls that will protect its 
economy from the effects of expanded demand. Above all we shall all 
of us have to be patient. Much of the error of the last two years has 
resulted from our impatience to get ahead with the world we want. 
It was easy to be for multilateral trade when it seemed simply a matter 
of getting rid of regulations and restraints. It will be much harder at a 
time when progress is not so clear—or when we are actually yielding 
positions that we took too hastily. 


When France and Italy and the other European states are producing 
freely again—when they have supplies to offer as well as demands 
to fill—then trade will have a chance. Then, and only then, will there 
be the kind of equilibrium where trade can flourish. The very term 
multilateral trade means many buyers and many sellers. It cannot exist 
in a world where there are many buyers but only one seller. 


It must now be clear that, in this world, there are very few questions 
that can be decided on faith or doctrine. Both in domestic economy 
and in international affairs, we have been led badly astray, in the last 
two years, by our faith in the inevitability of equilibrium. Capitalism 
does not, in this world, tend inevitably to any given position or to yield 
any particular result. If it is to survive, its management must henceforth 
be approached pragmatically, not dogmatically. 
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IF THE CCF. WINS THE NEXT ELECTION 
By M. J. COLDWELL 


EpiTor’s NoTe: This statement of the policy of the Canadian Common- 
wealth Federation was written exclusively for the Quarterly Review of 
Commerce by M. J. Coldwell, National Leader of the C.C.F. party. It is 
herewith presented exactly as it was originally written, so that business men 
may make their own analysis of the party aims, evolve some conception of 
the implications of that policy, and form their own opinions as to the 
ultimate wisdom of the C.C.F. proposals. 


66 HE C.C.F. is a federation of organizations whose purpose is the 
establishment in Canada of a Co-operative Commonwealth in 

which the principle regulating production, distribution and exchange 

will be the supplying of human needs and not the making of profits.” 


So reads the introduction to the Regina Manifesto, which is a basic 
statement of policy adopted at the first national convenion of the C.C.F. 
fourteen years ago. Members of our Movement still consider the Regina 
Manifesto to be the document oulining the fundamental principles of 
C.C.F. philosophy. 


Every two years the C.C.F. meets in national convention. Repre- 
sentatives elected by the provincial conventions, the delegates to which, 
in turn, are elected by the local constituency convention, meet to lay 
down the current programme. 


Such a convention will be held during 1948, when a specific pro- 
gramme for the first term of office of a Federal C.C.F. Government will 
be drawn up for presentation at the next General Election. 


No accurate forecast can be made of the details of such a pro- 
gramme, since, as has already been indicated, the national convention 
is the sovereign body of the Movement, and controls the making of policy. 


There are, however, certain elements in any such programme which 
cannot be predicted with accuracy. These elements will arise because of 
the necessity of immediate action in certain fields, dependent upon the 
conditions in the country when the election is held. For example—if an 
upward spiral of prices resulted in economic difficulties, steps would 
have to be taken to meet the situation; on the other hand, if a serious 
67 
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recession occurred, then, obviously, quite different steps would be 
necessary. 


What must be made clear in an article of this description is that 
any programme laid down at the present time would have to be 
implemented or modified in the light of the circumstances facing a 
Government during its term of office. 


Believing that the present inflationary period, due to overseas 
demand and acute shortages, will be followed by some degree of depres- 
sion within the next three or, at the most, five years, a C.C.F. first-term 
programme would naturally be concerned with ways and means of 
maintaining adequate farm prices and devising both long-term or short- 
term solutions to depressed farm values and serious unemployment. 
The latter might be met by a public works programme based upon the 
principle of public investment in useful public works or in industrial 
enterprise. 


For some time, at least, the problem of maintaining a reasonable 
balance between income and cost of living will face any Government 
which assumes office. North America will be called upon to supply the 
economic assistance necessary for the rehabilitation of the United 
Kingdom and Western Europe. 


Hence, it is almost certain that consumer goods will remain in 
short supply for several years. The inflationary pressure inherent in 
this condition can work great hardship on the Canadian people. In such 
a situation the C.C.F. would immediately seek to reimpose beneficial 
price controls and reinstitute subsidies on certain of our most essential 
goods and services. Where this has been done, in Great Britain, Australia 
and New Zealand, there has either been no increase in the cost of living 
since August 1945, when the war with Japan ended, or, at the most, 
a rise of not more than three per cent. The figures from the Canadian 
Bureau of Statistics amply prove the correctness of this statement. 


The difficulties of reimposing controls after their removal, and when 
wartime emergency powers have ceased, are many, and probably the 
most serious is the constitutional problem. Under the present division 
of powers between the Dominion and the Provinces, the Federal 
Government’s attempt to reinstitute price controls might—and probably 
would—be declared ultra vires. 


It is doubtful if the Government could declare a state of emergency 
based upon the peacetime powers conferred in the British North America 
Act. Hence, a determined attempt should be made to amend the British 
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North America Act, giving the “Central Government” (as Sir John A. 
Macdonald called it in contrast to what he termed the “local legisla- 
tures’) authority over the national economy, specifically in relation to 
the control of prices. 


In view of our experience since the war, it is probable that public 
opinion would support the Dominion and the Provinces in reaching an 
intelligent agreement on this point. 


If a C.C.F. Government were elected during an inflationary period 
of false prosperity, such as we are experiencing at the present time, 
other problems would require immediate attention. Pensioners, for 
example, would have to be given relief from the Federal Treasury to 
meet their current needs, and a subsidized low-cost housing project for 
the low-income groups would have to be undertaken without delay. 
Again, the experience of Great Britain and of New Zealand are of 
great value in indicating the manner in which successful programmes 
of this nature can be undertaken. 


But, whether or not a C.C.F. Government took power during a 
period of emergency, the Government would be obligated to lay the 
foundations for the development of what is known as a co-operative 
commonwealth—or a democratic socialist state. This, of course, implies 
economic planning responsive to the needs of the people and directed 
by representatives freely chosen through the democratic processes with 
which we are familiar. Such planning must be directed to achieve certain 
desirable ends: 


(a) full employment; 

(b) adequate returns to primary producers; 

(c) the maintenance of a high standard of living; 

(d) security, both economic and political; 

(e) equal opportunities for decent living and advancement ; 

(f) maximum freedom for all, regardless of race, creed 
or colour. 


The C.C.F., however, has never believed in “state socialism”, that 
is to say—in an economy in which all the means of production and 
distribution are owned and operated by the state. 


To the C.C.F., social ownership means co-operative, municipal, 
provincial or national ownership and operation, and they are listed in 
what should be the order of preference. 
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But the C.C.F. visualizes a mixed economy in which there would 
be a very large degree of private enterprise. The Movement has always 
maintained that any business which is operated in the interests of the 
community, which does not exploit labour, and which is anxious and 
willing to co-operate in the national plan for the good of Canada, does 
not require to be socialized. In other words—the C.C.F. does not believe 
in socialization for the sake of socialization, but only when it is necessary 
for the achievement of desirable social objectives. 


It is obvious that one of the principal economic functions within 
society is the direction of investment. The C.C.F. believes that while 
the national bank can control the volume of capital and purchasing 
power, it cannot and does not direct the finance available into channels 
which are always most beneficial to society. 


It is because of this belief that the C.C.F. has proposed the estab- 
lishment of a National Investment Board and the public ownership and 
control of the loaning institutions—in other words—the chartered banks. 


It would be a most difficult task to develop a planned economy 
without first securing to the public the direction of banking policy in 
its entirety. 


Professor G. D. H. Cole, the noted British economist, has written 
that socialization of the commercial banks “is not necessary, if the 
requisite degree of control can be secured without, so as to ensure the 
conformity of the distribution of credit with the needs of the general 
economic plan. It may, however, be highly desirable, in order to facilitate 
the smooth working of the plan, and to ensure the cheapest practicable 
conditions of credit and supply; and it will be absolutely necessary, 
unless the banks act as if they had been socialized, even though they 
have not.” 


In Canada the policies of the banking institutions in periods of 
boom, as well as of depression, indicate that the chartered banks have 
not acted “as if they had been socialized,” and hence it would seem to 
be absolutely necessary to socialize them if a successful functioning of 
an economic plan is to be the aim. 


The Canadian banks, through their Boards of Directors, control 
a very large proportion of our powerful corporations and basic 
industries. In 1945, for example, three banks—the Bank of Montreal, 
the Canadian Bank of Commerce, and the Royal Bank of Canada— 
controlled seventy per cent of all Canadian bank assets. The ninety-four 
directors of these three banks held a total of eight hundred directorates 
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in four hundred and eighty-four corporations in dozens of major 
industries, including all those which are monopolies—or may be regarded 
as “near monopolies”. Included in the eight hundred directorates were 
the offices of the President or Chairman of the Board of Directors of 
one hundred and eighty-five companies, of which about twenty may be 
classified as “monopolies or quasi-monopolies”. 


It seems, then, too much to expect that the Board of Directors of 
banks of such important private interests would be willing to conform 
to a national plan which would involve the socialization of some 
monopolies, and the promotion of new co-operative or publicly-owned 
enterprises in direct competition with the organization in which they 
have an interest, and for the profits of which they are responsible. 

Perhaps, however, a more potent reason for the socialization of 
the banks lies in their increased holdings of Government Bonds. These 
have risen from a mere twelve per cent of their assets in 1926 to 
forty-five per cent in 1947. 


In view of the importance of banks in relation to the fiscal policies 
of Governments in modern crises, this may not be an unnatural develop- 
ment, but it is undesirable, for it involves the payment to private 
institutions by society, of interest which would form part of the revenue 
of a national banking system, and would, therefore, be less burdensome. 


There would, of course, be no interference with the rights of 
depositors, or any betrayal of the confidential nature of such deposits. 
Moreover, the savings of the people would be backed—not by the assets 
of a private corporation—but by all the resources of Canada, and would 
thus be even safer than they are at the present time. 


A discusison of socialized finance could comprise the basis of a 
lengthy article, but a C.C.F. Government would be faced with other 
problems: Coal, for example, is of vital importance to the Canadian 
economy. Its production in the Rocky Mountain region is relatively 
efficient, while in the Maritime area it is inefficient. 


Obviously, a C.C.F. Government would have to endeavour to 
improve the conditions in the depressed mining areas before they 
reached the still more desperate conditions of many British mines. The 
Province of Nova Scotia might not have the financial resources to 
socialize and mechanize her mines. If not, the C.C.F. Government would 
endeavour, in co-operation with the provincial authority, to assume the 
responsibility. 











72 The Quarterly Review of Commerce 


Certainly the great natural resources of Canada cannot be allowed 
to be exploited wastefully, as many of them have been in the past. 
To allow the situation to drift will ultimately involve considerable hard- 
ship to the Canadian people, not due to war, but to private exploitation. 


A C.C.F. Government, then, will have to take steps to conserve our 
resources and to develop them intelligently. This will involve public 
control of our mines and of our forest industries. 


In some aspects this, again, will mean socialization while, in others, 
Government control and supervision will meet the needs of the economic 
plan. 


The position of the iron and steel industry in Canada is under close 
study by the C.C.F. After careful consideration of all the relevant facts, 
our National Council has decided to recommend to the 1948 Convention 
that the primary iron and steel industry be brought under national 
ownership during the first term of a Federal C.C.F. Government. 


At the present time the production of primary iron and steel in 
Canada is dominated by three large companies—Dosco, Stelco, and 
Algoma. These corporations can act as regional monopolies, and this 
is a dangerous state of affairs considering the basic nature of iron 
and steel. 


If the economy is to be planned, it would’ seem that its industry 
must be directed and controlled in conformity with the national interest. 
During the war proposals were made for the establishment of an iron 
and steel industry in British Columbia, where, on Vancouver Island, 
iron ore and coal lie in close proximity. 


The War Expenditures Committee was told that an iron and steel 
industry could not be established in that area because there was already 
sufficient capacity in Eastern Canada. The long haul from Central 
Canada to Vancouver makes it difficult for the shipbuilding and other 
industries to operate economically in normal times. In other words— 
the iron and steel monopolies prevent the development of Canada’s 
natural resources and the successful establishment of desirable and 
useful industries on the Pacific Coast. 


In the Prairie regions there is a feeling that established industries 
of various types in Central Canada have discouraged—and indeed 
prevented—the establishment of new industries in the Prairie Provinces. 


The C.C.F. has also made a study of the farm implement and meat 
packing industries. Both of these are of the utmost importance to 
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Canadian agriculture, and both have shown monopolistic tendencies 
which operate to the detriment of farmers, the workers, and the 
consumers. 


A parliamentary committee which investigated the farm implement 
business in 1936 found serious defects in the industry. The unnecessary 
high costs of selling and distribution, and a lack of standardization of 
parts, are detrimental both to the farmers and to the city dwellers, 
who suffer alike when farm costs are unduly high. 


The C.C.F. believes that the most desirable answer to this is the 
development of the co-operative movement, although it is doubtful if 
co-operative societies could be organized quickly enough to meet the 
agricultural needs of the country. 


But it may be asked what does the C.C.F. propose to do with regard 
to international trade? The C.C.F. policy from the beginning has been 
the promotion of international trade upon an intelligent, comprehensive 
plan. In 1933 we urged the selling of primary commodities through 
public boards representative of producers, as well as of the Government. 
These, in turn, would trade internationally through import and export 
boards, whose object would be to make long-term agreements for the 
sale of primary produce to our overseas customers. That policy has been 
put into partial effect by the present Government. It is certain that our 
best customer, the United Kingdom, intends to continue the bulk buying 
of basic commodities through public import boards. It should not be 
forgotten that the policy was instituted during the war by a Coalition 
Government, and while this method is being utilized more completely 
by the present Labour Government, it is certain that whatever the 
complexion of its successors may be, this policy will be continued. 


It should be noted, too, that in the United States large organizations, 
such as the American Federation of Labour and the C.I.O., are asking 
for the elimination of speculation in basic food supplies. At the United 
Nations last Autumn, there was prolonged and almost unanimous 
applause for the late Mr. LaGuardia’s statement—that neither producer 
nor consumer could expect economic justice as long as what he termed 
the gambling Grain Exchanges were allowed to operate in Chicago, 
Liverpool, Winnipeg or elsewhere. 


The brevity of an article of this description leaves much that a 
C.C.F. Government would have to consider to the imagination. Suffice 
it to say that democratic socialism believes in evolution, and that 
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whenever it is necessary to socialize an industry, the present owners 
would be justly compensated for their properties and their holdings. 


A C.C.F. Government would, of course, consolidate and expand the 
social security measures already on the Statute Books of our country. 
We need a comprehensive national social security system which would 
include children’s allowances, old age, hospitalization and health 
services—in other words, a programme of social security from the cradle 
to the grave. 


The C.C.F. is already on record as believing that this should be 
financed, in part, by a compulsory, single social security contribution 
similar to the plan now in effect in the United Kingdom. 
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WHAT LABOUR EXPECTS OF MANAGEMENT 
By A. R. MOSHER 


NY adequate understanding of what Labour expects of management 
depends upon an understanding of the background of Labour 
organization, and of the competitive economic system in which it has 
developed. Organized Labour at any stage is simply a reflection of 
industry. It is essentially a means whereby workers endeavour to protect 
and promote their interests as such, and it is therefore primarily con- 
cerned with wages paid by industry and working conditions established 
by industry. 


Under the present economic system, industry is undertaken 
ordinarily for the purpose of making profits, and only incidentally to 
furnish goods and services and provide employment. To the workers, 
however, industry is important mainly because it is the chief source of 
employment, and it is only through his labour that the worker can 
earn wages and thus obtain what he needs to maintain himself and his 
dependents. As a result of organization, industrial workers have been 
able to obtain higher wages and better working conditions. They have 
no doubt gained a sense of unity and a greater realization of their 
common interests. The organization of Labour has, on the whole, been 
beneficial to industry in promoting industrial harmony through 
provisions for the settlement of grievances and for the improvement 
of production, largely as a result of obtaining more satisfactory working 
conditions. 


Conflict of Interests 

There is, however, a fairly definite conflict of interests between 
management, as representing the owners or investing class, and the 
workers. In some industries, at least, it may be admitted that increased 
wages could be paid only at the expense of profits, and it is for this 
reason that wage-increases are often opposed very strongly by the 
owners of industry. Most strikes have their roots in the refusal to 
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increase wages to what the workers regard as adequate levels. 


It has often been said that the interests of Labour and management 
(as representing the owning class) are identical, and that there should 
be the utmost harmony between them. The fact is, however, that while 
management seldom has any investment in industry and is subject to 
dismissal in the same way as the workers themselves, one of the 
functions of management is to deal with Labour and to make the best 
possible arrangements for the supply of Labour. Where the workers 
are organized, this means the negotiation of an agreement in which, 
so far as possible, management endeavours to protect the interests of 
the owners of the industry. 


On the other hand, since the workers can exist only by being 
employed in industry, they have not the slightest desire in the world to 
put any industry out of business if it is serving a useful function and 
is able to pay reasonably fair wages. 


Management Essential to Industry 

With this brief outline of the background of the discussion, it should 
be pointed out at the start that, under any form of ownership—that is, 
whether industry is privately or publicly owned—there will always be 
an entity known as management, with which Labour will have to deal, 
and the question of what Labour expects of management will therefore 
continue to be pertinent. The point is that management has a specific 
function to perform which cannot be performed by either owners or 
workers. Any worker who develops managerial ability is ordinarily 
promoted to the ranks of management, and there is normally little 
difficulty in distinguishing between the workers on the one hand and 
management on the other. 


The Task of Management 

While there may be differences of opinion as to the order in which 
Labour’s expectations of management should be set forth, it does seem 
that the most important function of management is to conduct the 
process of production as efficiently as possible. There is no necessary 
conflict between efficient production methods on the one hand and the 
working conditions. The workers realize that, unless an industry is 
efficiently managed, it will not survive in the face of competition. 


It is the task of management to conduct the intricate affairs of 
business and industry, involving not only production, but the purchase 
of raw materials, finance, credit, sales, transportation and many other 
branches of industry, all of which require specialized training, experience 
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and ability which the workers do not possess. This point has recently 
been raised in Great Britain, Government spokesmen at the Margate 
Conference of the British Labour party having emphasized the role of 
management and expressed appreciation for the co-operation given by 
management in carrying out the programme of nationalization. 


Labour has a right to expect that the management of any industry 
will be technically competent to operate it in such a way as to make 
the best use of the facilities at its disposal, including the manual skill of 
the workers themselves. Labour recognizes that the level of remunera- 
tion which management receives in the form of salaries or bonuses is 
usually warranted by the duties and responsibilities which management 
must assume. 


Labour expects management to treat the workers as human beings. 
Many executives are inclined to regard Labour as a commodity in the 
same light as raw material or any other requirement. The workers do 
not want to be treated paternally, nor do they want any slackening of 
discipline which would result in inefficiency, but they feel that manage- 
ment should realize that they have personalities and wish to maintain 
their self-respect and even a feeling of importance in the industry. 
If workers are treated like human beings, they will undoubtedly take 
greater pride in their work and get greater satisfaction from it. 


The most important factor in developing a sense of unity among 
the workers is their Labour union. Labour expects management to 
recognize the workers’ right to organize and to bargain collectively. 
It expects that management will deal honestly and fairly with the 
Labour union, recognizing it as the only means the workers have, in 
large-scale industries at least, of protecting and promoting their 
interests. It may be noted that, in its earlier stages, industry was made 
up of comparatively small groups of workers, working for an individual 
employer who was in constant touch with his employees. He was fully 
aware of their domestic circumstances, and, in fact, accepted a certain 
amount of responsibility for their health and happiness, but under 
modern industrial conditions, with the development of mass-production, 
and large corporations employing hundreds or thousands of workers, 
it is obviously impossible to maintain the same relationships as existed 
at the beginning of the machine age, and this is why unions are essential, 
since the interest of the workers can be looked after in no other way. 


During the war, Labour-Management Production Committees were 
established in a number of industries, and these proved that workers 
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were able to make a contribution to production by means of discussion 
and suggestions as well as by manual skill. There has been a tendency 
to abandon this form of co-operation, but Labour believes that manage- 
ment would be very wise to encourage such committees and to enable 
the workers to participate more fully and more intelligently in the 
productive process. The educational value of such committees should 
not be overlooked, as Labour was able to obtain an appreciation of 
the problems of management which in many cases modified its attitude 
toward management. Working together in this way was also no doubt 
helpful in giving management a better understanding of Labour’s point 
of view. It must be recognized that human relationships are rarely 
perfect, and that they require almost continual adjustment. This can 
be obtained harmoniously only if there is a certain flexibility in the 
relationship, with mutual respect and a willingness to give and take. 


In view of the growing intervention of Government in industry, 
the maintenance of controls, and in some cases the operation of an 
industry by Government as a public utility, management is expected 
to have an adequate understanding of Government institutions and 
legislation. This involves not only legislation affecting Labour, but also 
tariffs and many similar matters. 


Labour may properly expect that management will study constantly, 
not only the development of industry and the possibilities for the future, 
but also the economic principles by which industry is governed. No one 
would minimize the immense amount of information which is essential 
to the conduct of modern industry. New material and processes are 
constantly being discovered; new sources of power and raw materials 
follow the opening up of unexplored areas; new markets are being found 
for new products. These all come within the scope of management. It is 
necessary for management to take not only a national but a world view 
of industrial and economic conditions, whereas Labour normally is 
concerned with the immediate manual or mechanical operation for which 
it is engaged. 


Labour may also expect management to be concerned with more 
than profits. It ought to have for its aim the establishment of the highest 
possible standard of living for the people in its own country and 
throughout the world. Labour is also definitely interested in the attain- 
ment of this objective, and where management shows that it accepts this 
wider purpose for industry, it will receive the fullest co-operation from 
Labour. 
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Finally, management should give leadership in the development of 
industry as a public service. It should be ready to encourage the develop- 
ment of better ways of conducting the process of production and 
distribution, and should aim at providing the means of a more satis- 
factory life for human beings generally. The tasks and responsibilities 
laid upon management are very heavy, but just as Labour is endeav- 
ouring to understand the role and function of management more fully, 
so, with a better understanding of the Labour movement on the part 
of management, there is no reason why both of these essential elements 
in industry should not work together toward a brighter future for 
everyone. 
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WHAT ABOUT SOCIALISM? 
By W. B. HARVEY 


Epitor’s Note: The first of this series of four articles by Professor 
W. B. Harvey, entitled “The Communist Creed as Practiced in the U.S.S.R.”, 
appeared in Volume XIII, issue No. 1, of the Quarterly Review of Commerce. 
A discusison of socialism and the possibilities of its application in Canada 
will be discussed in the third and fourth issues of Volume XIII. 
N the discussion of communism published in the preceding number 
of this review, all consideration of the weaknesses of capitalism was 
omitted on the ground that communism is only one of two movements 
which have as their goal the introduction of a collective economic system, 
and that communism, because of its objectionable features, both in 
theory and practice, should be rejected by all who believe in democracy 
and liberty—by those who favour a collective economic system, no less 
than by those who believe in capitalism. 


For those who are not interested in democracy and liberty or who 
have accepted the communist theory that all ideas and customs flow 
from the form of economic organization, there is an argument based 
entirely on expediency which defeats the communist argument for 
revolution. It is this: if the communists were correct in their contention 
that they cannot hope to win an election for the reason that all the means 
of propaganda are in the hands of the capitalists, it would not follow 
that they should attempt a revolution. If they couldn’t win an election 
they would have an even poorer chance of winning a civil war, in which 
they would have against them not only the organized force of the state 
but also the weight of all those to whom the form of economic organiza- 
tion is a matter of indifference but who believe in democratic methods. 
Anyone who doubts this should study the history of the I.W.W. The only 
countries in which a movement advocating violent resistance has a 
chance for success are those in which democratic traditions are weak 
or in which the power of the state has been broken by defeat in war. 


The chief arguments for and against socialism involve a discussion 
of the strength and weakness of capitalism. Since the burden of proof 
is on those who are advocating change, the arguments of the socialists 
should be examined. It must be emphasized, however, that the issue is 
really one of degree rather than of principle. The defenders of capitalism, 
81 














82 The Quarterly Review of Commerce 


including a majority of economists on this continent at least, do not 
contend that socialization of industry is in all cases to be condemned. 
For example, we rarely hear it suggested that the post office or the 
Ontario Hydro be turned over to private management. The defenders of 
capitalism contend that in the long run at least private operation of the 
major part of the economic system will produce better results for the 
masses of the people than will government operation. On the other hand 
socialists realize that much of our economic life, including practically 
the whole of such an important industry as agriculture, is not suited 
to social operation. The question, then, is not whether everything is to 
be socialist or capitalist but what things are to be collectively operated 
and what are to remain in private hands. Essentially the question relates 
to large-scale businesses. 


The debate can be narrowed still further by omitting the whole 
group of so-called natural monopolies or public utilities like railways, 
telephone and telegraph, water, gas, electricity, etc. The point is that 
in such industries, because of their very nature, competition cannot be 
made to work and either would result in absurd waste and duplication, 
or conditions of monopoly. Where monopoly exists some form of 
social control is necessary either by regulation, or public ownership. 
Most economists, including, of course, many who are not socialists, 
take the position that in general it makes very little difference whether 
you have public ownership or public regulation of private industry. 
When regulation is undertaken the almost universal procedure is this: 
a government commission examines the books and accounts of the 
company for the double purpose of finding out its operating costs and 
the value of its investments. The commission then makes an estimate of 
the price or rate that the company should be allowed to charge to permit 
it to earn its operating costs, plus a fair return on its investment. 


Under these circumstances, what becomes of the search for profits? 
There is no point in trying to effect economies of operation because the 
rates permit the operating costs to be covered plus a fair return on 
investment. If the management succeeded in reducing costs and so 
making more profits, the commission would reduce the rates or prices. 
Consequently, the search for profits is directed towards deceiving or 
corrupting the regulating authorities, by falsifying accounts and 
attempting to bribe the examiners. 


The real difference of opinion, therefore, comes down to the question 
of those large-scale industries in which competition is or can be made 
effective—in practice, manufacturing, mining, trade, construction, 
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finance and insurance. When the question is put in this way, many of 
the abstract arguments used against capitalism can be disposed of in 
short order. 


It is often objected that capitalism has no plan. Now it is true that 
capitalistic production is not directed by any central planning board 
but nevertheless there is a great deal of planning continually being 
done by the individual producers and there is also a general plan in 
capitalism. The plan is liberty. It is the same plan that the farmer 
follows when he turns his hogs into the corn field and lets them hog 
it down. It may be argued that of course the farmer would get better 
results by leading the hogs around to the best pickings but it is not 
exactly obvious. Similarly it can be argued that production would be 
better carried on by central government planning but it cannot be taken 
for granted. It is the real question at issue. 


Control of Production 


Another point to which objection is taken is the control of produc- 
tion. It is said that in capitalism production is for profit whereas it 
should be for use. This is a false antithesis because the only way you 
can make a profit is to produce for use. You must produce something 
the consumer will buy. Now, it is true that the consumer may be 
influenced by advertising and all the other arts of salesmanship. He 
may not be a good judge of quality. He may be too lazy or indifferent to 
select the goods that will give him most for his money. But he is in 
command. In deciding how to spend his money he directs the productive 
machine of capitalism. 


There are cases in which a monopolist can obtain more profit by 
producing only a fraction of his possible output in order to put up the 
price, but this is not possible under conditions of genuine competition 
and it must be emphasized that the defenders of capitalism do not defend 
unregulated private monopoly. It is one of the strong points of private 
industry that by following the profit motive, the producers give the 
consumers what they want and can pay for. 


Many socialists contend that profits are unearned income made at 
the expense of the workers. The idea is that the profit-maker is a public 
malefactor while the man who operates at a loss is a public benefactor. 
The error involved in that idea can be brought out by a simple illus- 
tration. Assume that one man produces something at a total cost of 
$100,000 and sells it for $110,000, thus making $10,000 profit; a com- 
petitor paying the same rates of wages, the same price for raw materials, 
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etc., also produces something costing $100,000 but which can be sold for 
only $90,000. What has happened? The first man has used the services 
of men and raw materials worth $100,000 and turned them into some- 
thing worth $110,000. The profit is his; but the wealth of society has 
been increased by the full amount of that profit; nobody is poorer 
because of his operations. His competitor has turned things worth 
$100,000 into something worth only $90,000. This is his loss but the 
wealth of the community has been decreased by the full amount of it; 
nobody is better off because of his operations. The profit-maker may be 
likened to the man who takes a block of marble and carves out of it a 
beautiful statue; the loss-maker is the man who botches it so that it 
will not make even a good door-stop. 


Inequality of Income 

Another common criticism of capitalism is that it causes the wrong 
things to be produced. Yachts are produced for the wealthy while the 
children of the poor are suffering from lack of milk. This is, properly 
speaking, the result of the inequality of income. 


Let us remember that the function of an economic system is the 
satisfaction of human wants. From the point of view of production, a 
system that produces what consumers order is fulfilling its function. 
If the distribution of income is so unequal that some consumers can 
order yachts while others are too poor to order the milk they need, 
it is regrettable but it is no reflection on the economic system except 
in so far as inequality of income is inherent in the system. 


It is probably true that a free enterprise system involves more 
inequality of income than would socialism, and that may be set down 
as a weakness. But when we have said that inequality of income is a 
weakness of the system, we cannot say that the production of yachts 
instead of milk is another weakness—it is the same weakness, expressed 
in other words. 


The reason a socialist society would probably have less inequality 
of income than capitalism is that most of the large incomes under 
capitalism come from property or the control of property. On the 
average, in spite of the high salaries of certain athletes, movie stars 
and others, the bigger the income the bigger the percentage of it that 
comes from property, and the high salaries of many corporate executives 
appear to be due to their control of the enterprise. It is unlikely that 
a socialist society would pay salaries two, three or five times as high 
as that paid the President of the United States, and such salaries are 
not uncommon under capitalism. 
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Now let us see how serious this inequality of income is. According 
to government estimates, there were in Canada in 1945— 


160 incomes above $100,000, totalling ............ $ 27,860,000 
500 incomes between $50,000 and $100,000, totalling 32,000,000 
2,140 incomes between $25,000 and $50,000, totalling 71,458,000 
1,600 incomes between $20,000 and $25,000, totalling 35,507,000 
or a total of 4,500 incomes above $20,000 receiving ...$166,825,000 


Now if this were divided equally amongst the whole population of 
Canada it would amount to $14.50 a head. But it would hardly be 
suggested that the total income of these people be taken away; perhaps 
it might be suggested that we put a ceiling of $10,000 on individual 
incomes and take all that is above that. (This is altogether too low. 
It is the lowest that any large group of socialists would suggest.) 
Accordingly, 4,500 incomes at $10,000 each would take $45,000,000, 
leaving $121,825,000 or $10.50 per capita; but everybody knows that 
there are already income taxes. The same government bureau estimates 
that the income tax collected off those 4,500 incomes will amount to 
$104,657,000. That would leave just $17,168,000 for distribution, or 
about $1.50 per capita. With incomes so diminished by present taxes, 
there is little to be gained by dividing the incomes of the wealthy.? 


Of course these tax rates are war rates and are generally admitted to 
be too high for peacetime, but even before the war the rates were such 
that there was little to be gained for the ordinary citizens by dividing 
up the incomes of big capitalists. Furthermore (and this is a point too 
often overlooked) these figures take no account of savings. The wealthy 
save a much larger percentage of their incomes than do ordinary people 
and these savings are capitalism’s way of getting our industrial plant 
and equipment produced. Capitalists have the title to the automobile 
factories but they are used to produce cars for other people. 


Thus, when you take account of income taxes already in existence 
and the fact that it is only what the capitalist spends on his personal 
enjoyment that is taken away from the rest of us, we see that the 
argument about inequality of incomes is very weak. 


Maintenance of Full Capacity Production 


The really serious weakness of capitalism is its inability to maintain 
production at a reasonable fraction of its possible levels. 
'Incidentally, these tax rates constitute a powerful argument against the theory 


held by communists and some socialists that governments in capitalist countries are 
controlled by capitalists in the interests of the capitalist class. 
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The index of industrial production compiled by the Dominion 
Bureau of Statistics, taking the average of the years 1935-39 as 100, 
averaged 270 for the years 1943 and 1944. For the nine years 1930-38 
it averaged 85.7, or less than 32% of the wartime level. For the three 
years 1931-33 at the bottom of the depression it averaged 68.7 or slightly 
more than 25% of the 1943-44 level. 


There are serious difficulties involved in comparing war production 
with peace production and it would be misleading to say that the above 
figures show that output during the 30’s was less than one-third of 
what it might have been. Population growth was continuous, which to 
some extent makes up for the fact that wartime production results were 
achieved while some 800,000 of our potential working force were in 
the armed forces. But after making all allowances it must be admitted 
that capitalism in Canada did not keep production at a very high level 
during the 30’s. It must be noted that the 1935-39 period, on which the 
index is based, was not a particularly depressed period. The average 
for the boom years 1927-29 was only 99.9. The relatively hard times of 


the 30’s was largely due to the depressed condition of agriculture. The | 


question then arises: Would Socialism Do Better? There are some 
reasons why it should. 


Some defenders of capitalism argue that changes in demand will 
upset all endeavours to maintain production and employment at uniform 
levels, and that therefore socialism will involve either a completely 
regimented and controlled consumption or else the irregularity to which 
we are accustomed in capitalism. This reasoning cannot be accepted. 
The difference is one of degree, to be sure, but it must be remembered 
that in spite of new products, new firms and new advertising techniques, 
consumption shows a remarkable degree of stability. If fluctuations in 
employment could be reduced to the same proportions as fluctuations 
in the demand for consumers’ goods, aside from these fluctations due 
to loss of income of people engaged in the capital goods industries, the 
problem of irregularity of employment would be largely solved. Fluc- 
tuations in business are largely rooted in fluctuations in the construction 
or capital goods industries. It seems reasonable to conclude that socialism 
would have greater regularity in these industries than does capitalism, 
for the following reasons: First, the great booms in construction at 
present are associated with a generally over-optimistic outlook on the 
part of business men. In other words a great deal of excess capacity is 
created. Much of this, it must be admitted, would not occur if production 
were under unified guidance. Each of fifty competing business men might 
think that he is going to produce 10% of the total volume of a given 











wa 0CUete ok te CC 6 | ees ee ae, “en ee oe ae 


one 2 G60 @65 Ge SF ot 2 =eetanat ss a ff fae COU COU COU ot 





n 


), 
8 


Ss 


mh © 


— we DO O 


oe 


Sew 2 FR (3D CO = 


——_ —_——— 














What About Socialism? 87 


industry. If they all acted on their hopes it would lead to the construction 
of five times as much plant as needed. Such a situation would be 
inconceivable if there were unified contrcl. 


Even in the realm of consumer goods production, however, there 
are good reasons to suppose that socialism would maintain a steadier 
volume of output. In the first place the desire to obtain inventory profits 
or avoid inventory losses—one of the most powerful aggravating forces 
in business fluctuations—would be absent. In the second place it would 
pay a socialist society to continue production under circumstances in 
which it pays a private employer to shut down. It pays a private 
employer, in a truly competitive industry, to shut down any time selling 
price drops below operating cost; under conditions of monopoly or 
imperfect competition, it may pay to restrict production and throw men 
out of work even sooner. This is because the relief of the unemployed 
workers is borne by society at large and not by the employer. But in 
socialism the employer is society at large; hence it would pay a socialist 
industry to continue to produce as long as the price received for the 
product plus the amounts that would be paid unemployed workers as 
relief were equal to operating costs. In view of the relief standards now 
in effect, which are certainly not likely to be reduced by socialists, it 
would appear that this would make a great difference. 


Further, socialism should be free from that great source of 
fluctuations in employment which results in the frequent discrepancy 
between saving and investment. In a socialist society, the decision as 
to what fraction of the productive resources of the nation should be 
devoted to the construction of capital goods would be made on political 
grounds, and whether or not the decision were wise would be almost 
certain to result in a much more stable level of industrial activity than 
occurs under capitalism. In the latter there is only a very loose connection 
between saving and investing in any short period. People save for 
various reasons; often for no reason at all but from habit; if investment, 
at some time, does not look inviting it is postponed, and this inevitably 
leads to trouble. Under socialism, saving would not take place except 
as part of an investment programme. The same budget which provided 
for charging such prices for goods as would lead to a “profit” on their 
sale would also provide for the construction of capital equipment costing 
an amount equal to the profit on the consumption goods. Saving and 
investing could easily be kept almost equal. It follows that a reasonably 
intelligent socialist administration could give much more stability of 
employment and maintain a higher level of production than capitalism 
has succeeded in doing in recent decades. 
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If there is reason to believe that socialism would be able to maintain 
a higher and more stable level of employment than capitalism, what 
are the drawbacks of socialism? Why is it that the majority of economists 
are not socialists? 


Liberty Under Socialism 

Perhaps the most important argument that is currently urged 
against socialism is that it would lead to the end of liberty. Historically, 
liberty and democracy have appeared and flourished with the develop- 
ment of the business class. On the basis of historical evidence, not only 
in the history of our people but also in the experience of others living 
under other economic systems, it cannot be denied that capitalism 
exhibits liberty and democracy in a higher degree than any other form 
of economic society, past or present. However, it is argued that a 
reasonable standard of living for the mass of the people is the 
prerequisite of democracy, and democracy in capitalism may be merely 
the result of the fact that capitalism alone has produced a high standard 
of living for the masses. This question cannot be proved one way or 
another, but one or two arguments have been offered which are 
considered to be definitely unsound. 


The first relates to the conditions in the Soviet Union, which are 
admittedly not those of liberty and democracy. The reason this argument 
is valid for our conditions is that communism was introduced into Russia 
by a minority and, therefore, necessarily it must be undemocratic. 
Socialists in other countries do not advocate socialization until the 
programme has been approved at the polls, and when it has been 
approved at the polls there is no logical reason why the administration 
that has the general control of the socialist state should not continue 
to be democratic. 


Another argument very frequently heard is that associated with 
the name of Professor Von Hayek. His book, “The Road to Serfdom”, 
is an attempt to prove that socialism would involve the end of liberty. 
His argument is that socialism involves planning, which is true. He 
further argues that planned production involves planned consumption, 
that is, government control of consumption, which means the end of 
freedom to consumers. He further argues that it means planned use of 
labour, that is, government control of labour and the end of freedom 
in the choice of occupation. These arguments are unsound. It is possible 
to plan production with the objective of giving consumers what they 
want, that is, letting the purchases of consumers be the guide to pro- 
duction. This would, as Hayek says, involve changing the details of the 





a ee a ee a ee a aL el | lhl 














What About Socialism? 89 


production plan as consumers’ demands change. Now the question is, 
which is more reasonable to expect—that the government would try to 
dictate what consumers should eat, drink, wear, etc., or that they should 
change their production plan? Once the question is put that way, could 
any reasonable person give more than one answer to it? 


The first objective of any government is to remain in power; that 
is, to remain popular with the voters, and there is no surer way to end 
popularity than to start dictating to the individuals as to how they are 
to spend their incomes. Consequently, even if we paid no attention 
whatever to what the socialists say they are going to do, it is not 
reasonable to believe that they would try to control consumption. Even 
the Soviet Government, which is not known for trying to shape its 
policies in accordance with the wishes of the people, has always tried 
to get rid of rationing and other consumer controls, and has done so 
whenever supplies were plentiful enough. There is rationing in capitalist 
countries in times of war and crisis and it is dropped when the crisis 
is past. It seems logical to believe that the same would happen under 
socialism. 


The same argument applies to control of labour. It would be 
unpopular and, therefore, would not be done. If anything, the danger is 
just the opposite—namely, that a socialist government would fail to 
control labour sufficiently. 


Political Disadvantages of Socialism 


The really important difficulties with socialism are political rather 
than economic in nature. They relate first of all to the question of getting 
honest and efficient administration of the socialized industries. It is a 
fairly general rule at present that civil servants do not take part in 
politics, at least not openly. The C.C.F. proposes to change this, and 
logically so, because obviously, if the bulk of employment were given 
by socialized industries, the rule could not be enforced without, in effect, 
depriving the bulk of the people of their political rights, that is, without 
becoming undemocratic. But that rule against participation in politics 
by civil servants was not introduced merely to discriminate against the 
civil servants. It was introduced as part of a campaign against political 
graft. Abolishing it would not necessarily bring about an increase of 
graft, but the mere fact of large-scale employment by government gives 
the opportunity for graft on a scale beyond anything that would be 
possible in capitalism and this is one of the dangers that would have 
to be guarded against in a socialist society. 
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The related question of getting efficiency in management is also a 
difficult problem. In capitalism, the directors of the corporation have 
an interest in putting efficient men in charge because that is the way 
to higher dividends. Under socialism the members of the government 
do not gain personally through better administration, and, therefore, 
it is their public spirit which must be counted on to appoint the best 
available man for the position. Sometimes this may be outweighed by 
the fact that a different appointment would be more advantageous from 
a political standpoint. Moreover, it is more difficult in a socialist admin- 
istration to find out who the efficient man is. In capitalism there is the 
test of profit-making. If a business is not managed efficiently, it will 
fail. That is the capitalist method of weeding out the inefficient. In 
socialism this method is simply not available. 


The question of getting the right policy adopted will be more 
important under socialism. In capitalism there is the test of the market. 
If a business is not profitable, it does not grow. Under socialism the 
temptation would be to expand industries and services which would 
prove popular with important sections of the voters, even if they had 
to be provided at a loss. We have already made a start on this policy 
under capitalism in the bonusing of wheat production before the war, 
and the C.C.F. programme calls for giving the farmers a fair share 
of the national income. Now there is no possible way of determining 
what is a fair share of national income once the judgment of the market 
place is abandoned. Under socialism the temptation would be to extend 
similar subsidies to other sections of the economy, depending on the 
political expediency of favouring the different industries. This can be 
done under capitalism too, and in fact, of course, has been done by the 
method of tariff protection ever since the nation was founded. But 
under socialism it would be easier to do it by the simple manipulation 
of prices and the temptation to do it would be continuous. 


Progress Under Socialism 

Another point, that must remain a matter of speculation until we 
have more evidence, relates to progress. Would a socialist society be 
as thrifty as capitalism? Would it be as ingenious and resourceful in 
bringing out new products and new methods? 


Capitalism provides a constant stimulus to progress. Anyone who 
can make a new product that he can sell for more than its cost makes 
a profit and the search for profit is a continuous incentive to innovation. 


It should be noted, however, that the accepted method of securing 
new products and processes in capitalism—the patent system—no longer 
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operates to any great extent as a spur to the individual inventor. It is 
essentially suited to a situation in which technology is simple and in 
which an individual without elaborate and costly equipment can bring 
forth his brain-child as a complete and patentable article. 


In modern conditions inventions are in the main improvements on 
existing complicated devices, useless apart from those devices; they 
are made by bodies of men working for salaries in the expensive 
laboratories of our giant corporations or of the government. Clearly, a 
socialist society would be at no disadvantage in securing inventions in 
all those industries in which invention is now carried on by salaried 
employees. 


Whether or not innovations would be introduced as quickly under 
socialism as at present is a different question. Every important change 
in technique, every new labor-saving device, throws some men out of 
employment. No matter what provisions might be made for re-training 
men for new jobs, it is almost certain that the workers affected by new 
inventions would oppose their introduction—and unless the public 
became much more interested in making things cheaper for the consumer 
than is the case at present, it is unlikely that a democratic-socialism 
would introduce changes very rapidly. 


There are powerful arguments on both sides of the question and 
since many non-economic considerations enter into the debate no attempt 
is made to settle the issue in this article. An endeavour will be made in 
the next issue of the QUARTERLY REVIEW OF COMMERCE to show that a 
radical programme such as that of the Social Credit Party would lead to 
disaster if put into practice. Socialism is the only practicable alternative 
to capitalism available to people who believe in liberty and democracy. 
Whether a wide degree of socialization could be applied in a country 
in which, because of the nature of its resources, a very large proportion 
of production must continue to be done by private business, will be 
discussed in the final article of this series. 





























CANADA AND THE INTERNATIONAL 
TRADE ORGANIZATION 
By J. M. GILLIES 


HE objective of the countries of the world today is to maintain 

peace, and synonymous with peace is the necessity of maintaining 
prosperity in all nations. In full realization of this fact, many nations 
of the world are meeting at Geneva, Switzerland, to discuss the pos- 
sibilities of forming an organization for the purposes of increasing trade 
throughout the world. 


The International Trade Organization is the result of a cumulative 
process of ideas, particularly in the United States, based on the well- 
known tenets of the classical theory of international trade.1 With the 
advantages of world-wide specialization in mind, and with keen con- 
sciousness of the correlation between depression and a decline in trade, 
the United States in the year 1934 inaugurated the Reciprocal Trade 
Agreement Act which reduced tariffs with twenty-nine other nations. 
By the Ottawa Agreements Act of 1932 the members of the British 
Empire also passed trade agreements calling for the elimination of 
tariffs with the hope of expanding world trade. Thus through the last 
two decades there has been a realization of the fact that world prosperity 
and world trade advance hand in hand. At the same time it was forcibly 
demonstrated that a demand for goods which cannot be satiated because 
of artificial barriers to world trade is one of the leading pretexts upon 
which wars have been waged.? 


Carrying on from the basic premise of the Reciprocal Trade 
Treaties, that free trade leads to prosperity, the United States had 


1The classical theory of internaticnal trade is explained in all modern economic 
text-books. As developed by David Ricardo and John Stuart Mill, it rests on the 
assumptions that certain nations of the world are better equipped to produce some 
commodities than others, so should specialize in those goods which they can produce 
cheapest, trading them for others which they cannot produce easily. It follows from 
this that any barriers to the free movement of goods prevents this specialization 
from taking place most efficiently and so should be condemned. 

2It was with a cry for raw materials and a place in the sun that Hitler led the 
Germans to war. The need for raw materials, unavailable because of trade restric- 
tions, was Mussolini’s claim on Ethiopia. If world-wide free trade had been the 
rule, rather than the exception, such political appeals to the people of those 
countries would have had less success. 
93 
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written into the Atlantic Charter of 1941 the resolution: “To further 
the enjoyment by all states, great or small, victor or vanquished, of 
access, on equal terms, to the trade and the raw materials of the world.” 
This same sentiment was reflected even more strongly in Article VII of 
the Lend-Lease Agreements of 1942,* the debates in Congress on the 
International Monetary Fund, and in positive action through the 
re-negotiation of the Reciprocal Trade Treaties in 1945, the extension 
of large loans to foreign nations and continued aid to countries ravaged 
by war. The most important step, however, to the establishing of a world 
trade organization occurred in December, 1945, when “The American 
Proposals for Expansion of World Trade and Employment” was pub- 
lished, and endorsed by the British Government.* In February, 1946, the 
United States introduced a resolution in the United Nations for the 
calling of an international conference on trade and employment, and this 
was followed by the publication of a “Suggested Charter for an Inter- 
national Trade Organization” which was circulated to other governments 
throughout the world and was presented to the American people as a 
basis for public discussion in September, 1946. 


Following months of planning, the first concrete steps towards the 
organization of the I.T.O. were taken by the Preparatory Committee of 
the International Conference on Trade and Employment,* which met in 


London from October 15 to November 26, 1946. The Secretary-General 
of the United Nations called this meeting to consider the possibilities of 
removing barriers to world trade. It was chiefly preparatory in nature 
and the recommendations were not binding on any of the nations 
participating at the meeting. The charter suggested by the United States 
was the basis on which discussions developed. The reports of this 
preparatory committee were redrafted by the Drafting Committee, 
which met in New York in January, 1947, and prepared them for the 
conference in Geneva which met in April and May of 1947. 


One easily sees, then, that the guiding hand behind the formation 
of the I.T.O. has been the United States, but this is not unusual when 


“The elimination of all forms of discriminatory treatment in international com- 
merce and the reduction of tariffs and other trade barriers.” “To facilitate the 
expansion and balanced growth of international trade.” 

4When the agreement for the American loan to Great Britain was signed the 
British Government expressed its full agreement on all important points in these 
proposals. 

5Nineteen nations were chosen by the Economic and Sccial Council to participate 
in the conference: Australia, Belgium, Brazil, Canada, Chile, China, Cuba, Czecho- 
slovakia, France, India, Lebanon, Luxembourg, Netherlands, New Zealand, Norway, 
South Africa, U.S.S.R., United Kingdom and the United States. The U.S.S.R., how- 
ever, did not take part in the conference. 
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one realizes that the majority of the great trading nations of the world 
are in a state of internal disorganization because of war and destruction. 
It is clear that most countries of the world want to adopt some such 
proposals as the United States has put forth. If it were not for this 
programme the world would be headed, once again, to the myriad controls 
which strangle world trade, and with the collapse of international trade 
the hopes for international co-operation in economic and political fields 
are greatly impaired. The International Trade Organization is the 
alternative to economic conflict, the only alternative before the nations 
of the world at the present time. 


The Aims of the International Trade Organization 

The purposes of the I.T.O., as laid down in the Preparatory Draft 
Charter, are mainly five: (i) to promote the solution of problems of 
commercial policy in international trade by consultation and collabora- 
tion, (ii) to avoid recourse to measures destructive to world commerce 
by providing an expanding basis for world trade, (iii) to encourage the 
development of countries in the early stage of economic expansion, 
(iv) to promote national and international action for the expansion of 
the production, consumption and exchange of goods through the 
reduction of trade barriers and the elimination of all forms of 
discriminatory treatment in international commerce (thus contributing 
to an expanding world economy and maintenance in all countries of 
high levels of employment and real income) and to the creation of 
economic conditions conducive to the maintenance of world peace; 
(v) to provide a centralized agency for the co-ordination of the activities 
of member nations to achieve the above-mentioned conditions. Truly, 
these are high ideals based on the assumption that the entire world 
benefits by large-scale international trading. 


Restriction on World Trade 

The I.T.O. recognizes that no country in the world is going to allow 
free trade in the absolute sense. However, much can be done through 
negotiation to eliminate many of the barriers to world trade, especially 
tariffs. The leading point behind the proposals is the elimination of 
preferences; in other words, all nations that buy and sell should have 
the same competitive standing in the world market. Nations are not 
expected to immediately eliminate present preferences, but are forbidden 
to negotiate any new ones.® 
The Problem of Quotas 

Another favourite method of trade restriction in the pre-war days 


®This raises the interesting problem of the Canadian Wheat Agreement with the 
United Kingdom, and its validity if Canada should join the I.T.O. 
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was the use of quotas. The Charter strongly condemns this practice, with 
the exception of very special circumstances such as (i) their imposition 
to conserve foreign exchange, (ii) to limit imports of primary farm 
products and (iii) to avoid difficulties in the transitional period (the 
present period). At the same time subsidies to exporters are to be 
eliminated. If members of the I.T.O. are members of the International 
Monetary Fund, the problem of competitive depreciation of currencies 
to increase trade on an artificial basis will be removed.‘ Various other 
hindrances to trade, such as internal taxes on imported goods, duties on 
goods in transit, requirements for marks of origin, government- 
supported boycotts, etc., are to be removed. 


State Trading 

One of the most important problems to be considered is that of state 
trading. Under free trade, and the theory upon which the I.T.O. is set up, 
it is assumed that goods will be produced where they can be produced 
most cheaply. Inasmuch as every nation in the world has a comparative 
advantage in certain commodities, trade will take place between nations 
where costs are lowest as reflected in low prices. State-controlled 
production introduces a new problem, however. Obviously under 
socialization costs of production need not be the criteria for pricing 
policy. If a country with socialized production wishes to corner the world 
market in a certain commodity it can obviously do so by underselling all 
competitors and charging any loss which it might incur in the process 
to some other commodity in the internal economy. This type of dealing 
would hinder the operation of the I.T.O. as it is now being constructed, 
and since Russia, a leading nation of the world, has as yet refused to 
join the organization, this problem is a very real threat.® 


Large international cartels were another hindrance to the operation 
of free trade in the world prior to the Second Great War. Obviously it is 
not the purpose of the I.T.O. to free world trade through government 
action, only to have quotas, artificial price policies, etc., imposed on goods 
by large private monopolies. Although the I.T.O. in itself has no power 
over any country, it recommends that all nations agree to restrict such 
organizations. 


The Problem of Excess Commodities 
In dealing with the problem of excess commodities in the inter- 
7By the charter of the International Monetary Fund the exchange ratio of each 


country is fixed in terms of gcld or American dollars and depreciation is carefully 
controlled. 


SRussia has not joined as of May, 1947. 
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national market it is agreed that the best cure for any surplus is more 
money in the pockets of the consumer. In the past, when any surpluses 
of raw materials and primary products threatened to cause price falls 
in the international market, restrictive agreements® were formed to 
curtail production and certain supply quotas were assigned various 
countries. The I.T.O. recommends that when surpluses develop, the 
interested government should meet and discuss means and methods to 
increase consumption and curtail production, and regulate trade in such 
a way that through these agreements there should be world supplies of 
necessary commodities at reasonable prices. 


Free Trade and Full Employment 

With the memory of the thirties still fresh in the minds of many 
statesmen, it is not strange that the relationship of free trade to 
domestic full employment has been a major item of discussion in 
formulating the I.T.0. The Charter states that all nations should 
maintain full domestic employment and should not engage in practices 
such as import quotas and subsidized exports, which are self-defeating 
in the end, to increase employment. This proposal is strongly supported 
by most nations because they fear that the United States!° is doing 
nothing at the present time to avoid a depression. 


In the past, when a nation passed from a period of full employment 
to depression, one of its first reactions was to impose a high tariff 
against all imports. If the United States were unable to maintain full 
employment at home, possibly the same situation would occur again. 
If the United States, the largest individual world trader, imposed tariff 
regulations, the other nations of the world would be very harmfully 
affected. 


Criticism of the Charter 

All in all, the Charter of the I.T.O. as it is now proposed is very 
disappointing. One must realize that an international organization such 
as the I.T.O. has no real power over its members, since no nation has 
as yet signified its willingness to surrender any of its sovereign power 
to an international body. The I.T.O. still allows for the protection of 
infant industries, a theory for which there is very little economic 


®For examples of international commodity agreements refer to the marketing 
agreements for rubber as outlined, in one case, by the Stevenson Plan, or pre-war 
selling arrangements for coffee and cotton. 


10Whether the United States can do something to avoid a depression, or even if 
she is in danger of having an internal collapse, is not within the scope of this discus- 
sion, but it is obviously one of the greatest worries of the other nations of the world. 
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justification.11 The philosophy of the international commodity agree- 
ments of restriction of production and supply to maintain prices 
obviously is based on a philosophy resting on the ancient mercantilistic 
assumption that the wealth of the world is not dependent upon the 
amount of goods produced, but rather upon some monetary basis. Many 
of the critics have seen in this part of the Charter the ideas of the 
American “New Dealers” and have criticized it as another attempt of 
the planners to operate the world economy in defiance of the free forces 
of supply and demand. The employment policy recommendations are so 
vague that they are nearly meaningless; this is very unfortunate, as 
this is the primary problem to many countries. 


However, these criticisms, although just, must be tempered by 
the thought that there is no other manner for the world to increase 
international trade except through the I.T.O. The nations of the world 
must collaborate on economic policy to prosper peacefully, although one 
wishes the statesmen who drew up the Charter had been a bit more 
determined in their efforts to gain world-wide free trade in the absolute 
sense without leaving so many possibilities for the avoidance of 
responsibilities by the member nations of the organization. 


Canada’s Position in World Trade 

The position of Canada in the world today is greatly altered from 
that of the post-war years of 1919-20. In many respects the recent 
war turned Canada into the supply house of the British Isles. Manu- 
facturing, agriculture, mining—indeed every industry—was expanded 
to meet the tremendous demands of the war years. The national income 
rose to unprecedented heights and volume of output increased to such 
a point that it was soon recognized by Canadians that in the post-war 
years Canada’s prosperity, more than ever before, would depend on 
her ability to have large-scale exports. This, of course, is not a new 
role for Canada to assume, for Canadian prosperity has always rested 
on the production of a few staple goods for export. Of all the countries 
producing staple products,12 however, Canada is in the unfortunate 


11The infant industry argument for tariffs is one of the most widely accepted, even 
by economists who call themselves free traders. The best proof of the invalidity of 
the argument can be found in “The Wealth of the Nations”, by Adam Smith. The 
argument for protection is that certain goods which eventually could be produced 
more cheaply in a certain country than in the rest of the world cannot start produc- 
tion and compete with world prices, therefore they should be protected until they 
can compete. The difficulty of this protection is that it is a proportionate, rather than 
a progressive tax, on the entire community in favour, not of the government, but 
an individual firm. At the same time the question arises that if the production of this 
commodity is to be profitable, why will not private capital develop it, absorbing the 
present loss in the expectation of future gains? 

12By staple products is meant primary products: e.g., products of the farm, forest, 
mine and sea. 
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position of being a marginal producer for world markets, and is there- 
fore dependent upon the rest of the world for prosperity. In other 
words, if there is a depression in Great Britain it is soon reflected in 
Canada in decreased exports, but a decline in imports into Canada 
from Great Britain has little or no effect on the British economy. The 
production of staple goods requires a large capital outlay and a large 
volume of output to cut down the unit cost of production. Thus in a 
period of falling prices in the world markets, Canadian producers, rather 
than reduce production, have found it better to produce large quantities 
and sell them on the market for what they can get. These two facts— 
dependency on the world markets for prosperity, and large overhead 
costs of production—place Canada in a relatively weak position for 
bargaining with other nations. However, even though the war has 
increased manufacturing in Canada and in time the Canadian economy 
may be less dependent on foreign markets, it is well to remember that 
nine out of the ten leading exports in 1946 were from the farms, 
forests, mines and fisheries. The total trade during 1946 was valued at 
$4,266,455,249 as compared with the 1935-39 average of $1,581,636,378, 
an increase of more than 250%. It is obvious that if more than one-third 
of the Canadian national income comes from trade, Canada must do 
every-hing possible to maintain large markets and free trade.1* 


The pattern which a country’s trade follows is as important as the 
type of commodity and volume involved. Canada is the centre of a 
triangular trade area: United States-Canada-The Sterling Area. Canada 
has a large credit balance with the United Kingdom and a large debit 
with the United States. Only in 1944 was Canada able to have a 
favourable balance on current account with the United States and it 
was secured only with the strictest limitations of imports. This trade 
pattern gives Canada a very interesting exchange problem. 


Canada’s Exchange Problem 
Because the exports to and imports from areas other than the 
United States or the United Kingdom closely balance, Canada’s exchange 
problem is one of converting the pounds she receives for her large sales 
in Britain into American dollars to pay for her large purchases from 
the United States. Prior to the war the problem was neatly solved by 
the free conversion of the British pounds into American dollars in the 
New York money market, and with these dollars the Canadian imports 
were paid for. During the past few decades the Canadian dollar has 
hovered, in exchange value, about midway between the British pound 
and the American dollar. 
18Canadian Information Service, Bulletin Number 21, Ottawa, Canada. 
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Some very interesting exchange problems develop in the Canadian 
economy. Trade distribution as it is makes Canada’s foreign exchange 
pool one of American dollars and British pounds. If they are freely 
convertible it doesn’t much matter which Canada has, although she 
prefers American dollars. For example, if Canada is selling large 
quantities of goods to England and England is suffering a depression, 
and although Canada may be shipping as many goods as before, because 
of the fact prices have fallen she will receive fewer British pounds. 
These pounds, when sold in the United States, will yield fewer American 
dollars. This then increases the price of American dollars in terms of 
the Canadian, and Canada must decrease her imports from the United 
States or else increase her exports to the United States. What happens, 
of course, is that the Canadian dollar, which is now cheap in terms 
of the American, makes Canada a good place in which to purchase goods 
and so Canada’s sales to the United States increase, helping to re- 
establish the balance. 


At the declaration of war, however, the conversion of British 
pounds into American dollars was forbidden when Britain froze her 
exchanges. Canada had a new problem to face. First of all she had to 
find American dollars to pay for the expanding imports from the United 
States so vital for the carrying on of the war effort; and secondly she 
had to finance England so she could receive the goods she needed from 
Canada. To solve these problems the Foreign Exchange Control Board 
was formed in September, 1939. This was the first time in the history 
of the country that the exchange rate was artificially controlled and 
the rates were set at roughly $1 Canadian equal to 90¢ American. From 
then on, all during the war and into the post-war period, all trading 
and transactions were carried on, and still are, by the Board.1+ 


Canada is as dependent on world trade for prosperity as any nation 
in the world, and so Canada must completely support any international 
organization designed to lower barriers to world trade. In addition to 
the reduction of tariffs, etc., it is also of fundamental importance to 
Canada that any hindrances to the free conversion of exchanges should 
be removed. The Canadian delegates to the Conference are negotiating 
tariff reductions on the basis of the Canadian customs tariffs as in effect 
July 1, 1989. At the same time the War Exchange Conversion Act of 


14Praise from the entire world has been heaped upon the handling of Canada’s 
finances during the war. It would be an interesting study to see, however, if the 
exchange controls did help the Canadian war effort. It was obvious that Canada could 
not, through the normal course of trade, make up for the deficiency of American 
dollars in Canada, and the problem was not solved until the Hyde Park Agreement 
of 1941. 
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1940 is to be terminated June 30 of this year. The outcome of this 
conference, therefore, will determine Canada’s tariff relationship in 
the future with the rest of the world. 


Canadian Tariff Levels 

At the present time there are four tariff levels in Canada: (i) the 
British Preference, which applies to all Empire countries, plus certain 
other rates on specified commodities between members of the Empire; 
(ii) an intermediate rate, which applies to countries with which Canada 
has special agreements; (iii) most-favoured-nation privileges are 
extended to countries with which Canada has most-favoured-nation 
agreements and privileges; and (iv) general rates, which apply to all 
goods from non-Empire countries with which Canada has no special 
agreement. Trade with the United States is based on a special agreement 
of 1938. Although there is a continual deficit balance in Canada’s trade 
with the United States, it is interesting to note that trade between these 
two countries is the greatest in the world, each being the other’s best 
customer. 


Conclusion 

Canada, of course, has not placed her entire future in the world 
on the success of the I.T.O., but has, through the Export Credits 
Insurance Act, extended credits abroad to enable countries undergoing 
reconstruction to buy large quantities of Canadian goods on credit, 
thus insuring Canadian exports for a few years.!5 At the same time, 
by supporting so completely the conditions of the 1.T.O., the country is 
surrendering through time the very important Empire Preference 
concessions. Certain groups have mistakenly argued that support of 
the I.T.O. at the expense of the British Preference is too costly. Many 
students of international trade have proven that Canada is an example 
of the functioning of an economy on the basis of classical theory of 
international trade. In other words, Canada specializes in the production 
of goods in which she has a comparative advantage, and to maximize 
the gain she must have the largest possible market. Thus, by joining 
the I.T.O., she is trading the limits of the British Empire for the world. 
However, they argue if the United States and the rest of the nations 
do not follow the Charter, Canada has lost everything. It seems rather 
strange to think that the Empire Preference Acts could not be 
re-negotiated if the necessity arose, and it seems even stranger to reject 
the possibilities of increasing prosperity on such narrow grounds. It is 

15The only way in which Canada can be repaid for these loans is through imports 


and so the Canadian economy must be ready to absorb an inflow of goods in the 
future. 
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clear that Canada can gain much more from world-wide trade than 
she did from Empire Preferences. 

The conclusion that one must draw from an examination of the 
I.T.O. as it is being planned and intended to function, in relation to 
the Canadian international trade problem, is that Canada must support 
the proposals energetically and completely. 


JAMES M. GILLIEs. 


Brown University. 











PSYCHOLOGICAL METHODS OF PERSONNEL 
SELECTION IN INDUSTRY 
By DR. CARL S. BERNHARDT 


of man-power. The answer to this problem involves at least three 
important factors—the selection and training of personnel, and main- 
tenance of morale. This article deals with the first of these three selec- 
tions. There can be no longer any doubt that haphazard selection methods 
are responsible for much of the unrest in industry, for unnecessarily 
high labour turnover and for increased costs of production. No man 
can be either happy or efficient in a job for which he is unsuited. And 
because of the highly organized nature of business and industry his 
unhappiness and inefficiency will affect many others as well. 


oO. E of the most important problems in industry is the effective use 


The selection and placement of workers in Canada has been for the 
most part a matter of trial and error. With a few conspicuous exceptions, 
Canadian industry has relied on hit and miss methods. It isn’t surprising, 
then, that a large percentage of workers in any industry is not happily 
employed. For years employment men have used such unreliable 
standards as appearance and vague impressions from brief interviews 
to select men for jobs. One sales manager admitted that he thought he 
was fortunate if he got one successful salesman out of every ten hired. 
A one-in-ten ratio can hardly be considered adequate or desirable, yet it 
is probable that some such low ratio of success is common. 


The problem of adequate selection and placement of personnel in 
industry is complex, and no simple solution is possible. A great deal of 
careful research is necessary before it is possible to achieve an adequate 
solution in any particular industry. It should be recognized that there 
are conditions in each industry (and even in each shop) that are peculiar 
to that situation, and that the details of selection and placement must 
be arranged to take these into account. However, there are general 
principles and methods of personnel selection that apply in any situation. 
Selection of them depends on three fundamental steps: (1) The appraisal 
of the job in terms of what is actually done and what abilities, skills and 
temperament these activities require. (2) The appraisal of the individual 
103 
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in terms of these same abilities, skills, ete. (3) The matching of job 
requirements and individuals. 


Job Analysis 

Considerable progress has been made in the development methods 
of job analysis.1 Job analysis and description may be done for a variety 
of reasons—to establish rates of pay, to compare and standardize pay 
rates for different types of work, to provide the basis for an incentive 
system and to provide the foundation for effective selection and place- 
ment of workers. The purpose of the job analysis determines the details 
that are considered. A job analysis for the purpose of personnel selection 
starts with a description of the actual work itself but goes on from 
there to an analysis of the abilities, skills and other personal require- 
ments of the job. This means exact descriptions of the duties, respon- 
sibilities and qualifications needed for each job, translated into skills, 
abilities and personality characteristics. 


This step is often neglected or done in a very superficial manner. 
Sound placement can be achieved only when a full, careful and systematic 
analysis is made of the job. It is not sufficient to list the jobs by 
categories alone. It seems only reasonable that a man can be placed 
successfully only when the demands a particular job will make upon him 
physically and mentally are known. What degree of manual dexterity 
is involved? How much mechanical comprehension is required? What 
demands do the job make on physical stamina? To how much noise must 
the worker adjust himself? What personal relationships are involved? 
Does he work alone or with others? Is the work monotonous? These are 
just a few of the many questions that must be answered by the job 
description. 


The important point here is that the foundation of effective place- 
ment is a full analysis of the job and a clear and accurate description of 
what the job demands of the worker. Can this man be successful on 
this job? This can be answered only when it is known what the job is 
in terms of what it demands of the worker. 


Appraisal of the Individual 

The next important step is the appraisal of the individual. Here 
the elementary fact is that individuals differ from each other in almost 
every particular. One man is bright, another dull; one slow in his 
reactions, another fast; one has the mechanical aptitude which another 
completely lacks. Individual appraisal should provide a picture of the 


1See Volume XIII, No. 1, of the Quarterly Review of Commerce, “Job Evaluation”, 
by J. M. O’Brien. 
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person’s equipment—what he can and cannot do, what he can learn and 
how fast, whether he can stand monotony or not and whether he can 
get along with others in co-operative work situations. What should be 
included in a personal appraisal depends on what the demands of the 
job are. Where it is possible to appraise an individual and then fit him 
into the work situation in any one of a number of places the personal 
appraisal can be inclusive, but when an individual is being appraised 
for one particular position, then the appraisal can be more narrow. 
But the appraisal is made in terms of the work demands, whether it 
is for one or for a variety of jobs. 


There are a number of methods, techniques and measuring instru- 
ments that can be used in this appraisal. A full evaluation of these would 
require a whole book or a series of books. A great deal of work has been 
done on the development of interview techniques, the analysis of personal 
history facts, and the use of tests. It should be stated that the use of 
measuring instruments such as aptitude tests should be restricted to 
those individuals who have had sufficient training to know their limita- 
tions and legitimate applications. There are some examples of the use 
of tests in industry which indicate clearly that the use of tests by those 
ignorant of what they can and cannot do may be as misleading and 
disappointing as the use of tea-cup reading. Most tests have been 
designed for a particular and circumscribed situation and when applied 
in other situations without taking into account important differences 
may be worse than useless. 


Take for example the useful but often maligned “intelligence test’’. 
A good, reliable intelligence test in the hands of a well-trained person 
can be an extremely useful instrument. It yields a reliable index of the 
individual’s general ability in relation to other individuals. But when 
the intelligence test is used as the sole basis for deciding that a person 
should be a truck driver and not an insurance salesman, that test is 
being made to do something that it was never designed to do.There are 
many other considerations besides general intelligence which should be 
taken into consideration in selecting truck drivers or salesmen. On the 
other hand it is very important in selecting and placing men to know 
what level of general intelligence they possess. For, obviously, some 
jobs require more general ability than others and it is important for 
both the efficiency and the happiness of the worker that he be placed in 
a job where he has enough but not too much ability. It has been shown 
that an intelligence well above that required by the job is almost as 
undesirable as too little intelligence. This means that in terms of 
intelligence each job should be evaluated in terms of the requirements 
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of general ability and that this item should be taken into account in 
placement. 


There is a variety of intelligence tests. Some are verbal, some make 
use of concrete materials, some may be given to a group, others must 
be administered individually. The particular tests to be used would 
depend on the situation, the kinds of jobs being tested for, and the use 
to be made of the results. Intelligence tests are only one kind of mental 
test. Tests of mechanical aptitude, clerical ability, speed of reaction, 
muscular co-ordination, manual dexterity, judgment of speed, and many 
others have been constructed. 


A psychological test is a set of standardized problem situations by 
means of which a reliable measure of some ability or other characteristic 
can be obtained. Its reliability depends on the care with which it has 
been constructed. Tests can be constructed for the measurement of 
almost any kind of ability or aptitude. The general procedure is to decide 
what the aptitude to be tested is, and then find by experiment the content 
of the test which will yield a measure of that ability. But the test must 
be tested to make sure that it is a valid measure for what it is designed. 
This testing of the test is best done in the situation in which it is to be 
used, and involves trying the test out on a group of workers whose degree 
of success on the job is known and relating the test scores to this measure 
of success. , 


In appraising an individual for a particular position or in the more 
general task of making an appraisal to find out what kind of job the 
individual should be in, it is necessary to take into account a number of 
abilities and skills and personal characteristics. Rarely would a single 
test be sufficient. The list of factors to be considered would, of course, 
depend on the nature of the occupations involved. For nearly all occupa- 
tions a measure of general ability, measures of special aptitudes and 
skills required and personality characteristics would need to be assessed. 


The third main step is to relate the job analysis to the individual 
appraisal. It should be kept in mind that there is no such thing as a 
perfect fit between jobs and people. Fitting people to jobs is a matter 
of finding as good a fit as possible. People and jobs do not perfectly 
match. It is not a matter of finding round pegs to fit into round holes. 
It isn’t as simple as that. But there isn’t any doubt that more and better 
matching of people and jobs is possible. In fact where careful selection 
and placement methods have been used, labour turnover has been 
drastically reduced. 
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It has not been possible to describe any magical shortcut in this 
important problem of finding the right man for the right job. In fact 
modern scientific methods depend on a long, involved and difficult 
procedure. This procedure, however, pays dividends in reducing turn- 
over, increasing efficiency and helping to make workers more satisfied 
with their work. 


There is little doubt that the use of various kinds of employment 
and placement tests will increase in industry. However, the tests will 
prove to be valuable only when they rest on a solid foundation of careful 
research, including careful job analysis, individual appraisal and the 
constant testing of the relationship between the measuring instruments 
and the degree of success on the job. No industry can afford to neglect 
the newer methods of employment and placement, but neither can it 
afford to institute a testing programme without the necessary basis in 
research. Smaller industries which cannot provide the necessary staff 
and expense should demand that the Government Employment Service 
provide the facilities for the appraisal of individuals and advice and 
help in making the job analysis. 
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The Operation of Job Evaluation Plans 


Industrial Relations Section, Department of Economics and Social 
Institutions, Princeton University 


HE literature of Job Evaluation is extensive and covers a wide 
T range of applications. But naturally enough, most writers have 
been attempting either to demonstrate the value and necessity of job 
evaluation techniques, or to demonstrate the superiority of one particular 
method. The primary questions which must be answered by any 
industrial executive who is considering job evaluation are, first of all, 
what are the factors that may work against the success of any job 
evaluation plan, and second, what are the factors that must be con- 
sidered in deciding on one particular method of job evaluation? 


This survey of the experience of seventy-three American companies 
in job evaluation should be very useful to anyone in that position. What 
has been done is to attempt to discover by contact with companies who 
have worked with job evaluation just what their experience has been, 
and what changes or modifications they have found or are finding it 
necessary to make in their policies. The approach is not a purely 
statistical one, but rather a careful weighing and balancing of the 
various items of information turned up. The conclusions that will be 
drawn by any particular reader will be largely determined by his own 
experience. 


First the researchers have endeavoured to find out whether com- 
panies that have used job evaluation techniques are reasonably well 
satisfied with the results that have been obtained, and what have been 
the reasons for unsatisfactory results. The study then extends into a 
discussion of the importance of proper installation and continuing 
administration of any plan. Most important in this reviewer’s opinion 
is the discussion of the relationship between evaluated rates and the 
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labour market, and insistence that the labour market must be given 
much greater weight in determining wage levels if the evaluation plan 
is not to collapse. The fact is that no matter how technically consistent 
a wage scale may be within itself, if an individual rate is far out of 
line with the market, there will be a lot of dissatisfaction and possibly 
trouble. A valuable discussion of the attitudes of unions to evaluation 
systems follows. 


It is fairly generally realized that many unions tend to be hostile 
to a systematic job evaluation on the general grounds that its acceptance 
destroys the principle raison d’étre of collective bargaining, and the 
only question that seems to be doubtful is the extent and depth of this 
hostility. Perhaps one of the weakest points in the argument for job 
evaluation has risen from the tendency to talk about it as if it were 
scientific and final. This, of course, is not the case. It can claim only 
to be systematic and logical, and must be sufficiently flexible to stand 
modification and change with the changing conditions in the labour 
market. 


Perhaps the best summary of the attitudes outlined in this study 
is contained in the remarks made about recognition of other factors 
than job content: 


“One outstanding characteristic of long-lived job evaluation plans 
is flexibility. This involves both an alertness to changing intra-company 
conditions which may affect the wage structure and recognition of 
factors other than job content in wage determination. The most common 
of these factors are: conditions of the labour market, historical back- 
ground of a given rate or rate structure, sex differentials, geographic 
differentials, and the status of collective bargaining. While most of 
these factors must have been taken into account in the initial establish- 
ment of an evaluation programme, more often than not administrative 
arrangements have failed to insure their continued consideration in the 
maintenance of a plan.” 


G. G. Brooks. 

















